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9 October 1964

MEMORANDUM FOR THE DIRECTOR

SUBJECT: Problems Confronting the Frei
Administration in Chlle*

SUMMARY

Frel's impressive popular majority reflects aot only a
bresent reaction against Castro-Communlsm, but also the
popular expectation that he wilill accomplish a radical economic
and soclal transformation of Chile, with US aid, in keeping
wilth the Alliance for Progress. To succeed in that, he must
overcome formidable economlc problems. As an essential first
step, he must reach agreement with the Anaconda and Kennecott
copper companles. He 1s willing to assure them against
nationalization, but must obtain sufficient "Chileanization"
of the Chilean copper industry to enable him.to represent that
Chilean soverelgnty has been asserbed.

Freli's efforts to achileve long overdue reforms in Chile
by constitutional means will be closely watched throughout
Latin America. If he succeeds, wilth US cooperation and support,
the Alliance for Progress will be greatly strengthened. If he
falls, his fallure would lend support to Fidel Castro's thesis
that real reform can be accomplished only by violent revolution.

* This memorandum was prepared in consultation
with DDP, OCI, and QORR.
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1. The election of Eduardo Frei to the presidency of
Chile was a stunning defeat for Castro-Communism, but does
not in itself ensure the elimination of that danger. Frei's
impressive popular majority reflects not only a present
reaction agalnst Castro-Communism, but also é‘popular expecta-
tion that Frel will accomplish a radical economic and socisl
trensformation of Chile, with US aid, in keeping with the
Alllance for Progress. Frel is fully committed to that
endeavor, but to succeed he must overcome formidable obstacles.
If he should fall, the consequent popular disillusionment
would almost certainly produce a further growth of the extreme
left and might bring a Communist-Socilalist combination +to

power 1n the 1970 presidential election.

2. Chile's human and material resources are adequate
to provide a decent living for its rapidly growlng population,
but only if more rationally utillized, with a more equltable
distribution of the national income. TFor years the economy
has been virtually stagnant. It 1s vitally dependent on the
export earnings of a copper miding industry dominated by two
US firms, Anaconda and Kennecott.* As a result of prolonged
neglect of agricultural developmeﬁt and the under-utilization
of land, Chile must now lmport foodstuffs which it formerly

exported. Manufacturing industry, fostered by protectionilst

* The copper mining industry now provides nearly 90 percent
- of Chile's export earnings and 15 percent of 1ts tax

revenue.
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policles, 1s also inefficient and stlill a draln on export
earnlings. Servicing an external debt of $1.4 billion lmposes
a further heavy burden on the country's balance of payments
at a time when new Investment 1s urgently needed in such
baslc development areas as transportation, communilcations,
electric power, housing, and education.¥* For years Chile
has suffered from foreign exchange and %udgetary deficits,
both of which increase pressures for ralsing taxes on copper,
Chile's one profitable resource, and from an inflation which,
during the past two ®ars, was at a rate of 50 percent per
annum. Underemployment 1s chronic; +the real income of most

of the population has declined.

3. As a first step toward coping with these problems,
Frel 1s secking to persuade the US copper companies to make
the substantial new investment needed to lncrease copper
productions for export. Those companies have heen unwilling
to make new investments in Chile unless glven reliable
assurances.against nationallzation or confiscatory taxation.
During the electlon campaign Frei countered his opponent's
demand for nationalilzation by proposing "Chileanization."
This term has not been defined. It appeérs to mean sufficient

Chllean control to ensure an increase 1n productlion, much more

* During the past two years US program loans have financed
nearly 40 percent of Chilean public investment in these
areas.
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refining of Chilean ore in Chile, and some volce in the
marketlng of Chllean copper. Frel 1s willling to give bthe
desired assurances and to negoblate on the subject of tax
adjustments. In anticipation of Communlst charges of a

sellout to the Yankees, 1t is polltically ilmperative for

him to obtaln in return a sufficlent degree of "Chileanization"
to enable him to claim that Chlle's national soﬁereignty has

been asgserted.

b, An agreement with the copper companies on these
lines would increase Chllean forelgn excliange earnings and
tax revenue. Frel would alzo expect it to facillbate the
financial arrangements needed to cope with residual foreign
exchange and budgetary problems pending the more even
development of the Chllean ecomomy. In parbtlzular, he hopes
to negotlate a reduction of debt service requirements frowm
$290 million a year to $120 million, which he feels that Chille
can handls. In addltion, he is seeking about $200 million
from forslga sources, publle or private, for new soclal pro-

grams and balance of payments flnancing.

5. An lmportaat element of Frei'ls domeutle program
1ls agriculbural reform Intended not only to accomplish the

social (and polisical) purpose of distributlng land tolandless

- ho.
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peasants, but also to lncrease production through the more
intensive use of the land avallable, and to develop more
effective marketing methods. Related to this is a reform

of banking designed to make credit available to small
farmers and businessmen. Frel 1s also committed to a public
housing program, to meet an urgent social need, and to the

brovision of increased opportunities for public education.

6. Despite his popular mandate, Frel's reform program
is likely to encounter resistance in Congress, where his
party, the PDC, now controls only 28 of 147 seats in the
Chember and & of 45 seats in the Senate. Although the PDC
is likely to make substantial gains in the congressional
election o be held in March 1965, 1t 1s problematical
whether 1t can galn control of the Chamber and éertain that
1t cannot gain control of the Senate. Much will therefore
depend on Frel's abillty to form ad hoc political combinations

in support of particular measures.

7. Frel's efforts to achleve long over-due feforms
in Chile by constitutional means will be closely watched
throughout Latin America. If he should succeed, with US
cooperation and support, general acceptance of the Alliance

for Progress concept would be greatly strengthened. If he

_5_
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should fail, his fallure would lend support to Fidel Castro's
thesls that reform can be accomplished only by violent

revolution. ¥

FOR THE BOARD OF NATIONAI ESTIMATES:

25X1

SHERMAN KENT
Chalrman

* Castro has anticipated this result in the following

language: _
"We wlll see how this /PDC/ revolution is effected.

We wlll see how they wipe out 1lliteracy...introduce
a program of medlcal care...reconclle the interests
of exploiters and exploited...lwe will seg7 whether
a country's olligarchic and feudal structure can be
changed with good wishes, with good intentions...The
lmperlalists apparently want to present the example
of Chile as an example countering ours...We are dellghted
to accept that challenge to see whilch country progresses
more, which experiment goes farther, which solves the
real essentlal problems of the peoples, and how long it
takes to solve them.
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in this memo.
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